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CHAPTER | . EXECUTI VE SUWARY

This country conmerci al guide (CCG presents a

conpr ehensi ve | ook at Madagascar's comerci al environnent,
wi th economc, political and market analysis. The CCGs
wer e established by recommendati on of the Trade Pronotion
Coordinating Commttee (TPCC), a multi-agency task force of
the U S. Governnment, to consolidate various reporting
docunents prepared for the U S. business conmunity.

Country commerci al guides are prepared annually at U S.
enbassi es through the conbined efforts of several U S
gover nnent agenci es.

An island nation in the Western Indian Ccean with a

popul ation of about 14.6 mllion, Madagascar ranks anong

t he poorest countries in the world. Over 70 percent of the
popul ation fall bel ow a GOM basel i ne poverty | evel of $50
per year. In spite of Madagascar's extrene poverty, the

I sland' s uni que natural environment, w de variety of
resources, |ow cost |abor force, and | ocation on the
crossroads between Asia and Africa nake it worth a second

| ook for serious, long-terminvestors.

In March 1997 a Wrld Bank Structural Adjustnent Credit of
$70 million was approved by the Executive Board, and by
July 1999, the GOM expects the rel ease of the first $25
mllion tranche of a second structural adjustnment credit
(SAC 11) of 100 mllions USD fromthe Wrld Bank and the
approval of a $ 40 mllion Second Enhanced Structural
Adjustnent Facility (ESAF 11) fromthe | M.

Partly as a result of these credits but also as a result of
the reforns which preceded them average GDP growth
exceeded the popul ation growh rate of 2.8%in both 1997
(3.5%9 and 1998 (3.9) for the first tines since 1990.

Madagascar's appeal to the open-eyed investor stens from
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particul arly garnent manufacturers, have organi zed under
the country's Free Trade Zone systemsince it was
established in 1991. The absence of quota limts on
textile inports to the United States and speci al access to
t he European nmarket under the Lonme Convention has hel ped to
stinmulate this growh. Liberalization of the foreign
exchange mar ket has further enhanced Madagascar's export
conpetitiveness.

The country's transition to denocracy in 1993 had the
unfortunate side effect of inpeding econom c decision
maki ng and halting reforns begun in the late 1980s. In the
past two and a half years alone, the country has seen a
two-round Presidential election, a constitutional

ref erendum granting broader powers to the President, and

| egi sl ative elections. The current need is to continue
econom c reforns, particularly in the area of

privatization, to pull the country out of the failed
soci al i st experiment of the past.

Unfortunately, the dilapidated state of Madagascar's
infrastructure is a nmgjor inpedinment to doing business.

The |l ocal road network is in very poor condition and parts
of it are inpassable during the rainy season. The rai
systemis in poor shape, both in terns of track conditions
and rolling stock. The water and energy parastatal Jiranma
Is in desperate need of rehabilitation. Infrastructure

I nvest mrents whi ch go towards the mai ntenance of i nprovenent
of human capital --health, education, and public security--
are al so woeful Iy behi nd schedul e.

The | egal and regul atory environment in Madagascar can be a
further source of frustration for foreign investors.
Forei gn ownership of l[and, though technically possible, is
rare, although investors can now enter into 99-year |ease
arrangenents. Security of private property, enforcenent of
contracts and the assignnent of liability are not assured
by the existing judicial system Potential investors in
Madagascar should al so be aware of the country's uni que but
critically endangered environnment. Sone investnent
projects require environnmental inpact assessnents prior to
approval .

In spite of political preoccupations, the Government is
maki ng a serious effort to inplenent a structural
adj ust ment program

The Governnent has passed | egislation permtting the free
transfer of profits fromhard currency investnents. The
export processing zone program of fers pernmanent exenptions
fromtaxes, including taxes on inports of primary
materials. Nevertheless, in order to cut down on
fraudul ent production for the local narket by EPZ
conpani es, the Governnent inposed a VAT on EPZ in 1999,
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processi ng zone, the nost prom sing sectors are fishing,
m ning, tourism and agriculture.

Best prospects for future U S. sales and investnent are in
the infrastructure, petroleum telecommunications and

m ning sectors. Tourism especially ecotourism has
significant potential. There are also under-exploited
opportunities in consulting and engi neering.

BUSI NESS LANGQUAGE: French

Country commercial guides are available for U S. exporters
fromthe National Trade Data Bank's CD ROM or via the
Internet. Please contact STAT-USA at 1-800 STAT- USA for
nore information. Country Commercial Cui des can be
accessed via the Wrld Wde Wb at http://ww. st at - usa. gov;
http://ww. state.gov; and http://ww. mac. doc. gov. They can
al so be ordered in hard copy or on diskette fromthe

Nati onal Technical Information Service (NTIS) at 1-800-553-
NTIS. U S exporters seeking general export

i nf ormati on/ assi stance and country-specific comercial

i nformati on should contact the U S. Departnment of Conmmerce,
Trade Informati on Center by phone at 1-800- USA- TRAD(E) or
by fax at (202) 482 4473.



CHAPTER 11: ECONOM C TRENDS AND QUTLOCK

MAJOR TRENDS AND QUTLOCXK

Madagascar, the world's fourth-largest island, is |ocated
in the Indian Ccean off the coast of Myzanbi que. Though it
I's blessed with a uni que ecosystem its estinmated

popul ation of 14.6 mllion people is anobng the poorest in
the world, with GDP per capita inconme estinmated at $262 in
1998 and 70 percent of the population living bel ow a GOM
basel i ne poverty | evel of $50 per year.

In spite of the poverty, there are some encouragi ng
devel opnents. The country has significant economc
potential if it can put its socialist, inward-|ooking past

behind it. In the long term the potential stens froma
very industrious, |ow cost |abor force and a variety of
natural resources. In the short and nmediumterns,

consi derabl e econom c growh can arise from greater
efficiency in the allocation and use of these resources,
chiefly through privatization and |iberalization of the
productive sector.

| npl enentation of conditionalities associated with the

| M= s Enhanced Structural Adjustnment Facility and the Wrld
Bank’ s Structural Adjustnent Credit appears to be giving an
econom c boost to the country and is already beginning to
attract foreign direct investnment. Further proof is that
the country's gross donestic product grew by an estimated
3.5 percent in 1997, 3.9 percent in 1998, outpacing the
popul ation growh rate for the first tines since 1990. The
macr oeconom ¢ envi ronnment has al so inproved: inflation was
cut to 6.2 percent in 1998, fromclose to 45 percent only
five years previously.

PRI NCl PAL GROMH SECTORS

Wth Wrld Bank advice and support, the CGovernnent is
seeking to nove towards a nmarket econony conducive to
private sector devel opnent, openness to foreign investnent,
and wi thdrawal of the Governnment from productive
activities. The CGovernnment's strategy recogni zes that,

not wi t hst andi ng significant inflows of official
multilateral and bilateral assistance, the real engine of
growmh, will have to cone fromthe private sector.
According to the divestiture cal endar fixed by the
government in 1997, 45 state enterprises were supposed to
have been privatized by the end of 1998, including the two
state banks, BTM and BFV, the petrol eum conpany SCLI MA and
the airline conpany Air Madagascar. By m d-1999, despite
the cal endar, only 2 conpani es had been privati zed.
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| M- conditionalities, the Government intends to respect
its commtnents. As privatization takes place, there wl
be significant opportunities for foreign investors.

In recent years, weak export prices and increasing
conpetition fromother producing countries have cut sharply
into Madagascar's earnings for traditional agriculture
exports such as vanilla, coffee and spices. On the other
hand, aquacul ture, apparel manufacturing, mning, tourism
food processing and non-traditional agriculture are export
sectors that have excell ent growth prospects.

Many investors, for exanple, are now devel oping projects to
encour age val ue- added processing of agricultural products
bef ore export, and diversifying into new products such as
essential oils. Ofshore fishing and shrinp farm ng have
devel oped into the | eading foreign exchange earners in
recent years, attracting Japanese and European investors.

Li ght manufacturing, especially in the textile and appar el
sector, has increased significantly since the establishnment
of a duty free export processing zone programin 1991.

The country has commercially significant reserves of
several mnerals, including chromte, graphite, nickel,
mca, and ilnenite. Gold and significant quantities of
various precious and sem -precious stones are also found in
Madagascar. The di scovery of inportant deposits of
sapphires in the north and the south of the country has
attracted many foreign investors fromthe United States,
Thai | and, |ndonesia, |srael and Europe, though
unfortunately, much of the deposit lies inside the
boundari es of national treasures-- Ankarana National Park
in the north and Isalo Park in the south.

Madagascar's rich biodiversity and high | evel of endem sm -
pl ants and ani mal s found nowhere else in the world-- is the
basis for devel opnent of the ecotourismindustry in places
i ke the Ankarana. Major investnents in hotels and ot her
tourist facilities will be required for the industry to
expand. Liberalization of the Malagasy air transport
sector should boost tourismif nore frequent flights to

Eur opean cities and | ower fares result.

GOVERNMENT RCOLE I N THE ECONOWY

In 1975 the Government of Madagascar, or GOM enbarked on a
soci al i st econom c experinment focused on the principle of
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Sovi et Union, the People’ s Republic of China and North
Korea. The GOM nationalized |large foreign enterprises and
I nposed rigid bureaucratic controls on business. These
controls included restrictions on inported goods and
control of the foreign exchange nmarket, nost prices and
profit margins. The policies resulted in a sharp decline
In productivity and a dramatic shrinking of the econony,
with attendant increases in poverty |evels.

Structural reformnegotiations with the Bretton Wods
institutions began in 1988 and have focused on

|'i beralization and privatization of key econom c sectors to
I mprove efficiency and conpetitiveness. Substantia
progress towards econom c recovery was recorded under the
prograns supported by the | M and the Wrl d Bank between
1987 and 1991; however, social unrest interrupted this
trend in md-1991, creating a climte of great uncertainty
and wavering in the conduct of econom c policy.

Wth a viewto restoring confidence, the authorities in
early 1994 defined, in collaboration with the I M and the
Wirld Bank, a new policy franmework paper, a strategy for

l'i beralizing the econony, particularly the petrol eum
transport, and tel ecommunication sectors, and for reformng
the public sector, specifically by privatizing state-owned
enterprises and banks. In a broad reformof the exchange
mar ket and the foreign trade system the GOM al |l owed the
Mal agasy franc to float in an interbank foreign exchange
market. It also lifted nost inport restrictions, increased
exchange all ocations for foreign travel for businesspersons
and aut horized residents and non-residents to open foreign
exchange accounts for transfer from abroad.

BALANCE OF PAYMENTS AND NMACROECONOM C S| TUATI ON

Madagascar has run si zeabl e bal ance of paynents deficits
since the md-1980's. The current account deficit as a
per cent age of GDP averaged in excess of six percent during
the last six years and registered nearly four percent in
1998. In the past, current account deficits have been
financed by external borrow ng, resulting in a heavy
external debt burden. By the early 1980's these inflows
began to dry up and arrears rose sharply. Notw thstandi ng
the Paris Cub's March 1997 approval of a 67 percent debt
reduction, Madagascar's external debt now still stands at
over USD 4.5 billion. Since many of the arrears were not
covered by the Paris dub, the country's overall debt
burden remai ns very high

An optim stic high growh scenario is predicated on a
recovery of private investor interest and a continuing drop
ininflation. From 19.8 percent in 1996, the inflation
rate dropped to 6.4 percent in 1998. The governnent

intends to lower this further to 4 percent by the end of
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percent, forecasted to accelerate to nore than 4 percent in
1999-2000. The budget deficit was estinmated at 4 percent
of GDP in 1998. Tax rate has increased to over 10% of GDP
in 1998 and in 1999-2000, the Covernnent forecasts a rate
approaching 11% The 1999 budget will focus its priorities
on education, health, environment and national security.

| NFRASTRUCTURE

Madagascar's physical infrastructure is currently not up to
the task of serving as a platformfor devel opnent. The
poor condition of roads, for exanple, inhibits the
transportation of agricultural comodities fromfarmto
market. This lowers farngate prices, increases post-
harvest spoil age and nakes the supply of inputs irregular
and expensive. Railroads cover only a small portion of the
I sland and al so suffer from under-investnent and poor

mai nt enance, both in terns of track and rolling stock. The
port system has essentially been | eft untouched since

I ndependence in 1960. The recent |iberalization of
donestic and international air transport services is an

I mprovenent but the sector is still characterized by
limted traffic and high costs.

The noderni zation of the tel ecomunications systemis the
nost significant infrastructure project now underway. A
private U S.-based firm financed by OPIC, has provided
cel l ul ar phone services since 1994. The GOM has installed
a new digital switching systemthanks to a French and Wrld
Bank foreign assistance project, as part of a nationw de
pl an for upgradi ng the conmuni cations networKk.

Since 1997, three GSM providers were granted authorization
by the Governnent to increase conpetition in the

t el ecommuni cations sector and the Iridiumsystemis already
on sale in the country. Internet service has
significantly inproved since 1998, with the

i censing of 10 Internet service providers.

CHAPTER 111: PCQLI TI CAL ENVI RONMVENT

NATURE OF POLITI CAL RELATIONSH P WTH THE UNI TED STATES

The governnent and the peopl e of Madagascar are favorably
di sposed towards the United States, and relations are
friendly. The United States provides significant bilateral
assi stance, mainly in the environnment, health, popul ation,
and governance sectors. The United States al so contributes
resources indirectly, through nultilateral devel opnent
institutions such as the United Nations Devel opnent

Program the United Nations Environment Programme, the
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Devel opnent Bank.

Madagascar is historically linked to former col onial power,
France. 1ts governnent, |egislature and judicial system
emul ate the French nodel in many ways. Madagascar is a
menber of the Indian Ccean Conm ssion, COVESA, the Indian
Ccean R'm the Non-Aligned Movenent and the O gani zati on of
African Unity. Its non-alignnment is reflected inits "al
poi nts" diplomatic and conmmrerci al rel ations, which include
Israel, North and South Korea, Taiwan, China and Iran.

MAJOR PCLI TI CAL | SSUES AFFECTI NG BUSI NESS CLI MATE

After years of failed socialist economc policies,
Madagascar has taken inportant steps towards econom c
reformsince 1990 by beginning to reduce the governnent's
presence in the productive sectors of the econony.

Most political groupings do not overtly take issue with the
need for structural adjustnment. However, strong vested
nonopoly interests provide anpl e canpaign financing to
political parties and individual politicians in an effort
to influence policy outcones. |In many instances, these
vested interests are dianmetrically opposed to change.

BRI EF SYNOPSI S OF PCLI TI CAL SYSTEM SCHEDULE FOR ELECTI ONS
AND ORI ENTATI ON OF NVAJOR POLITI CAL PARTI ES

Madagascar's political system has changed radically since
t he adoption of a new Constitution approved by referendum
in March 1998. The new Constitution strengthens the role
of the President of the Republic and prom ses nore autonony
to the provinces. |In My 1998, the Ml agasy peopl e el ected
a new National Assenbly. The Constitution provides for a
Senate, but this second chanber has yet to be put in place.
The President is elected by direct, universal suffrage for
a five-year term The Prinme Mnister, appointed by the
President, and his governnent constitute the executive
branch. Matters of national sovereignty--foreign affairs
and national defense --belong to the President. The
executive and the legislature share legislative initiative.
In addition to the executive (President and Governnent)
and the legislative (National Assenbly and Senate), the
Constitution provides for an independent judiciary.

Wth the new Constitution, there are few checks and

bal ances to tenper executive authority. Only the Nationa
Assenbly, with the Senate's agreenent, can inpeach the
President. On the other hand, the President and the
Counci| of Government (the Prinme Mnister and his Cabinet)
can by decree dissolve the National Assenbly. The
Constitutional Court nust approve the constitutionality of
every |law before it is promul gated.
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of 1999 in order to neet the Prime Mnister’'s stated goa
of establishing all institutions called for in the
Constitution by March 2000.

CHAPTER 1V:  MARKETI NG U.S. PRODUCTS AND SERVI CES

DI STRI BUTI ON_AND SALES CHANNELS

| nported goods can enter Madagascar via air at lvato
international airport in Antananarivo or via sea to the
ports of Tamatave, Mjunga and D ego-Suarez. Products are
then distributed by road or rail throughout the country.
Distribution is usually handled by the inporting conpany or
by |ocal retailers and whol esal ers.

USE OF AGENTS AND DI STRIBUTORS ; FINDI NG A PARTNER

The use of agents and distributors, particularly those with
prior experience in distributing inported products, is

hi ghly recommended. Local agents have contacts to devel op
a custoner base, and can easily comunicate in Ml agasy
and/ or French.

Partners can be found by obtaining lists of inporters from
t he Enbassy Commercial Section or by contacting business
groups and market survey firms. The Enbassy recommends
that U S. firnms visit Madagascar and negotiate a
distribution contract face to face, in order to develop a
sense for the realities of doing business in Madagascar and
to devel op trust between Anerican and Ml agasy conpani es.

FRANCH SI NG

A nunber of Ml agasy busi nesspersons have expressed
interest in establishing franchises of U S. businesses in
Madagascar, but insufficient consunmer purchasing power
makes such ventures questionable. Existing resale
operations that appear to be profitable include Avon, Yves
Rochard, Benetton, as well as the Score and Chanpi on
supermarkets. A nunber of |eading U S. products or
services are sold through distributorships, including
Anerican Express, DHL, Caterpillar, Ceneral Mtors, |BM
Dell, NCR Sun Mcrosystens, Packard Bell, COMPAQ and

Appl e.
DI RECT NARKETI NG

Al t hough there are exceptions, direct marketing for U S. -
made products is difficult. The Ml agasy consuner is
unaccustonmed to Western marketing styles. [In addition,
French | anguage nuances may not be as evident to an
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busi nesspersons to direct market to local distributors and
agents, however.

JO NT_VENTURES/ LI CENSI NG

Joint ventures are a necessity for many foreign investors,
as foreigners are de facto barred fromowning land in
Madagascar . The bureaucratic process for establishing a
new enterprise is time consum ng and requires consi derabl e
maneuvering. The benefit of joint ventures is that the
Mal agasy partner has a know edge of and can qui ckly adapt
to the bureaucratic intricacies which invol ve obtaining
permts fromseveral different government mnistries. The
drawback is that a Mal agasy partner will likely be a
mnority shareholder in capital ternms and needs to be
careful |y screened through independent references and past
busi ness history.

There are few |licensing ventures in Madagascar, the nost
prom nent being that of Coca Cola with Star Brewery (owned
by Henri Fraise & Fils Co.), a relationship of over 40
years. Ml agasy investors express an interest in |icensing
agreenents, but it is recomended that contracts be

negoti ated carefully because of the |ack of consistency in
t he Mal agasy Conmerci al Code.

STEPS TO ESTABLI SH NG AN CFFI CE

O fice space can be found through a handful of real estate
agents, advertisenents in |ocal papers, or word of nouth.
Landlords will rent to new conpanies even if they have not
obtained all their operating permts. Eectricity and

wat er service can be obtained qui ckly but obtaining fixed
tel ephone service is still difficult in spite of capital

i nprovenents. However, with Tel ecel and the 3 GSM
conpani es, cellular phones are easily avail abl e now.
Ofice furniture can be obtained locally at reasonabl e
prices, but inported office equipnent (particularly
conputers) is very expensive because of high custons
duties. There are increasing nunbers of multilingual,
qualified secretaries and adm nistrative assistants
interested in working with foreign busi nesses.

SELLI NG FACTCORS/ TECHNI QUES

The purchasing power of the average Mal agasy citizen is
very low. Mst Ml agasy can only afford i nmedi ate
necessities. In addition, the Mal agasy are culturally
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of the recent socialist past, there is | ess value put on
sal esmanshi p than el sewhere. Retailers and sales clerks
respond to custoner's need and process sales, but there is
only a dawni ng awar eness of service or sal es techni ques
common in the United States or Western Europe.

ADVERTI SI NG AND TRADE PROMOTI ON

Marketing is a relatively new industry to Madagascar.
Avenues of advertising include billboards, posters,
newspapers, radio and television. Prom nent canpai gns have
Eur opean influence and often Iink the product with |eisure
activities or personal enjoynent. The quality of

adverti sing canpai gns varies and appears to depend heavily
on the budget of the advertiser. It is possible to pay a
newspaper for a full page article/advertisenent, or the
five television stations to broadcast an info/advertisenment
program

Dai | y newspapers:

L' Express de Madagascar

P.O BOX 171

Ant ananarivo 101 - Madagascar

Tel: (261 20) 22 203 10

Fax: (261 20) 22 213 83

E- Mai | address: | express@ow. dts. ng

M di Madagasi kar a

P.O BOX 1414

Ant ananarivo 101 - Madagascar
Tel: (261 20) 22 300 38

Fax: (261 20) 22 273 51
E-Mai | address: mdi @lts. ny

Madagascar Tri bune

P.O BOX 659

Ant ananarivo 101 - Madagascar
Tel : (261 20) 22 226 35

Fax: (261 20) 22 222 54

E-Mai | address: tribune@ow. dts. ng

Busi ness Jour nal s:




DVD( Dans | es Medi a Demai n)

58, rue Tsionbi ki bo - Anbat ovi naky
Ant ananari vo 101 - Madagascar

Tel : (261 20) 22 277 88

Fax: (261 20) 22 359 79

RO (Revue de |' Ccean | ndien)
P.O BOX 46

Ant ananarivo 101 - Madagascar
Tel: (261 20) 22 225 36

Fax: (261 20) 22 345 34
E-Mai | address: roi @ts.ng

Tel evi si on:

Tel evi si on Mal agasy (state)

| mreubl e Solima - Antani narenina
Ant ananari vo 101 - Madagascar
Tel: (261 20) 22 268 30

Fax: (261 20) 22 248 52

MA TV (private)

P.O BOX 1414

Ant ananari vo 101 - Madagascar
Tel: (261 20) 22 208 97

Fax: (261 20) 22 344 21

TVF (private)

41 bis, Rue Andriba - Mhanasi na
Ant ananarivo 101 - Madagascar
Tel: (261 20) 22 207 30

Fax: (261 20) 22 203 02

RTA (private)

P. O Box 7547

Ant ananari vo - Madagascar
Tel : (261 20) 22 627 76
Fax: (261 20) 22 628 04

OrV (private)

P. O Box 4100

Ant ananari vo - Madagascar
Tel: (261 20) 033 11 00 312
Fax: (261 20) 22 454 51

PRI CI NG PRCDUCTS

Pricing of inported products depends on inport duties,
which range fromO to 25 percent and on the | ocation of the
sale. Profit margins on all products tend to be small,
around 7 to 10 percent. As a result of the deval uation of
the Mal agasy Franc in May 1994, |ocal prices of inported
goods have risen dramatically.
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The concept of sales service and custonmer support is
relatively new to Madagascar and is limted primarily to
distributors of conputers and autonobiles. Retailers of
nost consumer goods rarely accept returns of defective
products. In addition, conpanies that offer servicing very
often |l ack spare parts and their technicians have limted
training. Qbjects in need of repair frequently have to be
sent to Europe or the conpany may have to wait nonths to
recei ve a necessary spare part.

To protect consunmers’ rights, two private consumner

organi zations were created in 1992 and 1994, but their
action has so far been very limted.

SELLI NG TO THE GOVERNVENT

As part of its liberalization strategy, the governnent
frequently advertises in official and local journals or via
radio and tel evision, requesting bids to supply the
Government or Covernmnent-funded projects. Sone of these
are intended for international bidders and sone only for

| ocal conpanies. These bids are opened publicly and tend
not to be contested. However, it is still common to cance
international bids for political reasons and to award
government contracts w thout naking a public request for

bi ds.

PROTECTI NG YOUR PRCDUCT FROM | PR | NFRI NGEMENT

Oficially, Mlagasy |aw protects against intellectual
property rights infringenent. Madagascar is a nenber of
the World Intellectual Property Oganization (WPO and
has created two offices dedicated to | PR protection: QOVAPI,
O fice Mal gache de la Propriété industrielle (Ml agasy
Ofice for Industrial Property) and QVDA, Ofice Ml gache
des Droits d Auteurs (Mal agasy O fice for Copyrights).

Unfortunately, there is little enforcenent capability or
even wi |l lingness. Pirated audio and video recordings are
the nost flagrant violations of property infringenent in
Madagascar, and inported "fake" consumer goods can al so be
found (such as imtation Cartier bags or Rol ex watches).
Local industry is not capable of producing quality

imtatinnec



To fight against counterfeiting, the governnent has just
adopt ed a decree forbidding the inport of counterfeited
goods.

NEED FOR A LOCAL ATTCRNEY

It is recoormended that foreign investors or businessmnen
ask the assistance of a qualified |ocal attorney before
finalizing any contract or operating agreenent in
Madagascar .

PERFORM NG DUE DI LI GENCE/ CHECKI NG BONA FI DES OF

BANKS/ AGENTS/ CUSTOVERS

Performng due diligence is common in the country and it is
performed by accountants. Securing the bona fides of banks
Is also common in the country.

CHAPTER V:  LEADI NG SECTORS FOR U.S. EXPORTS AND | NVESTMENT

BEST PROSPECTS FOR NON- AGRI CULTURAL GOODS AND SERVI CES

Tel ecomuni cations, petroleum mning and transportation
sectors will be undergoi ng major reinvestnent prograns over
the next 5-10 years, using multilateral as well as
bilateral assistance. U.S. nakers of tel econmunications
equi pnent, road-building and repair nmachi nery, autonotive
spare parts, lubricants, hardware and civil aviation

equi pnent are well-positioned to benefit. The m ning
sector, including petroleum offers an attractive market as
pl anned reforns of the mning code open the country to
greater investnent.

Due to its renowned biol ogical diversity and uni que pl ant

and animal |ife, Madagascar hol ds great potential for eco-
tourismand environnmental |y sensitive technol ogies. The
country still has very poor infrastructure in the

hospitality industry however, and its | ow per capita incone
puts sonme new technol ogi es out of reach unl ess devel opnent
assi stance funding or bilateral export financing options
exi st.

The fol | owi ng products/services can be classified as best
prospects for U S. exports or investnent:

1.1 TA CODE: TEL: TELECOMMUNI CATI ON EQUI PMENT

The governnent's objective is to inprove service, |ower
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conpetitiveness, and attract private capital. To this end,
t he governnment has anended the | egislative and regul atory
framework to liberalize the sector and to authorize
unrestricted entry of new providers. Follow ng an
international call for bids |aunched for the purpose of

I dentifying several nobile tel ephone providers with
unrestricted access to the international network, three
enterpri ses have been authorized to operate (from Ml aysi a,
Reuni on and France). Telecel, an American conpany, has
been providing cellular services for the past five years
with financing fromOPIC

2. I TA CODE: OGS: AL, GAS, M NERAL PRCDUCTI QV

The |iberalization of the petrol eum sector becane effective
in 1996, and follow ng an international call for bids,
several oil conpanies cane to Madagascar to prospect for
petrol eum and/ or natural gas. Foreign conpanies are
invited to participate on an equal footing in an
infrastructure nmanagenent entity (storage, unloadi ng of
vessels). Hunt G| and a Canadi an conpany, Qulfstream
were granted oil & gas exploration permts by the Ml agasy
governnment in 1997. On the distribution sector, the state
oil conpany SCLIMA will be privatized in 1999, so the gas
distribution activities could be a good prospect for

I nvest ment .

3. ITACDE MN MN NG PRODUCTI ON EXPLORATI ON

The top priorities of the Governnment in the m ning sector
are the liberalization of the sector and the w t hdrawal of
t he Gover nnent.

This strategy is intended to lead to: (a) the elimnation
of direct governnment intervention, rationalization of the
i censing systemand a reduction of the rate of royalties
and taxes on mning products; (b) the inplenentation of

m ning | egislation designed to pronote |arge m ning
operations by attracting donmestic and foreign investors;
(c) the devel opnent of a partnership for snall- and nedi um
sized operators; (d) the rehabilitation of the industry at
the central and regional government |evels; (e) the
privatization of gold mnes operated directly by the
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data to investors, mne operators, and researchers. The
m ning products for potential investnent are ilnenite
sands, nickel, cobalt, sapphires, gold, eneralds, and
graphite.

A new m ning | aw was approved by the Governnment in 1999 and
sent to the National Assenbly for approval. |In addition
the Governnent is now preparing another |law to pronote

m ning projects of nore than $200 m | li on.

BEST PROSPECTS FOR AGRI CULTURAL PRCDUCTS

The food sector is now |liberalized. Weat, flour and
edible oils are the best prospects for U S. agricultural
exports and coul d be significant investnent opportunities.

1. HEADING 1001: WHEAT

1996 1997 1998
a. Total production n/ a n/ a n/ a
b. Total inports
(mllion USD) 14.0 15.5 16. 3

c. Total exports: none
d. Inmports fromthe U S.: none

e. Main exporters: Australia, Canada, France and Ronmani a

2. HEADING 1102: FLOUR

1996 1997 1998
a. Total production (in tons) 49.5 53.2 64. 2
b. Total inmports (mllion USD) 2.2 2.5 3.5

c. Inports fromthe U S.: n/a
d. Total exports: none

e. Main partners: France, Spain, ltaly

3. HEADI NG 1507: SOYA AL

1996 1997 1998
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b. Total inmports (mllion USD)4.0 4.5 5.3
c. Inports fromthe U S.: 411, 000 n/ a n/ a
d. Total exports: none

e. Main partners: Argentina, Brazil, Ml aysia, Singapore,
United States, GCernmany.

S| GNI FI CANT | NVESTMENT OPPORTUNI TI ES

As stated above, investnent opportunities arise fromthe
t el econmuni cations, petrol eumand m ni ng sectors.

The governnent of the United States acknow edges the
contribution that outward foreign direct investnment nakes
tothe US. econony. US. foreign direct investnment is
Increasingly viewed as a conpl enent or even a necessary
conponent of trade. For exanple, roughly 60 percent of
U S. exports are sold by Arerican firns that have
operations abroad. Recognizing the benefits that U S.
outward investnent brings to the U S. econony, the
government of the United States undertakes initiatives,
such as Overseas Private |Investnent Corporation (OPIQ
prograns, Bilateral Investnment Treaty negotiations and
busi ness facilitation prograns, that support U S.

I nvestors.



CHAPTER VI : TRADE REGULATI ONS, CUSTOVS, AND STANDARDS

TRADE BARRI ERS, TARI FFS AND NON- TARI FF BARRI ERS

Li ke many devel opi ng nati ons, Madagascar feels obliged to
coll ect a significant share of government revenue through
custons duties, inport taxes and val ue added taxes on

i mports. Al though they have been | owered recently, tax and
custons duty rates are still high. Madagascar does not
have significant non-tariff barriers to trade.

| MPORT TAXES

According to the 1999 financial law, there are four kinds
of duties:

- Inmport tax (TlI): fromexenpt to 25%
Customfees (DD): fromexenpt to 25%
Consunption tax (DA): fromexenpt to 10%
Val ue Added Tax (TVA): 20%

CUSTOM VALUATI ON

I mports are valued at C |.F.

| MPORT- LI CENSE REQUI REMENTS

I mports into Madagascar are |iberalized and no | onger need
any inport |icense except for a few categories of itens
whi ch are consi dered by the governnent as "strategic" such
as guns, explosives, precious stones and radi oactive
products. Tel ecommuni cations itens need a prelimnary
permt before inport to ensure conpatibility.

Before inport, inporters are required to submt their
"Fiche Statistique d Inportation” (Inport Data File)
acconpanied by a proforma invoice to their primary
conmerci al bank, with an information copy to the Mnistry
of Conmmer ce.

| MPORT DOCUMENTATI ON

The fol l owi ng docunents are required for commercia
shi pnents to Madagascar:

- Commerci al invoice

- Rill nf I adina nr Ai ruwav hill



I nsurance certificate

Packi ng |i st

| mport decl aration

- Certificate of origin

Report of VERI TAS Bureau inspection for quality
and quantity control before shipnment for goods.

TEMPCRARY GOCDS ENTRY REQUI REMENTS

Personal effects of diplomatic corps and international
organi zations and institutions with diplomatic privileges
are not subject to inport taxes upon entry, but if such
personnel sell their effects before | eaving the country,
they nust pay the inport duties nmentioned above. Tenporary
entry is also granted to any product used within the free
trade zones.

PRCH Bl TED | MPORT

| nports of pornographic material are prohibited.

SPECI AL | MPORT PROVI SI ONS

No inport duties are levied on the follow ng:

- Non-conmerci al parcels sent by postal packet, parce
post, or by air, when no inport declaration is entered,;

- Commercial consignnments sent by postal packet, par cel
post, or by air;

- Personal effects of tourists.

EXPORT _CONTRCOLS

Most exports have been |iberalized. However, export
authorization is required for certain protected ani mal and
pl ant species as specified by the Convention on
International Trade in Endangered Species (CITES). These
i ncl ude crocodiles and crocodil e skin products, live
animal s, orchids and tropical hardwoods.

EXPORT _DOCUMENTATI ON

- Conmmrerci al invoice

- Bill of lading or Air waybill

- Insurance certificate

- Certificate of origin

- Phytosanitary certificate, if required

- Commtnment to repatriate foreign exchange earni ngs
- Packing |ist

- Export declaration

- Custons declaration

- Analysis-of-quality certificate, if required.



LABELI NG REQUI REMENTS

Madagascar adheres to international |abeling and marking
standards though there is no strong enforcenent.

STANDARDS

The Mnistry of Commerce, with the assistance of 1SO is
now devel opi ng nati onal standards for export goods.

FREE TRADE ZONES/ WAREHOUSES

Firms operating in the free trade zones are exenpt from
I mport duties.

MEMBERSHI P | N FREE TRADE ARRANGEMENTS
Madagascar is a signatory to the followi ng internationa
trade agreenents:

- 1964: United Nati ons Convention on Trade and
Devel oprent ( UNCTAD)

- 1990: Lone IV, between the European Union and ACP
countri es.

- 1992: Indian Ccean Conm ssion

- 1993: Preferential Exchange Zone (Zone d' échanges
Préférentiels), which is the Cormon Market for East and
Sout hern Africa and Australia - COVESA.

- 1994: Wrld Trade Organi zation (WO, fornerly
CGeneral Agreement on Tariffs and Trade (GATT).

Madagascar has bilateral commercial agreenments with
Mauritius and Seychell es.

Bilateral commercial agreenents are being studied with
Conoros, South Africa, Australia and India.

CUSTOVES CONTACT | NFORVATI ON

D rector CGeneral of Custonms: M dd aude Ram andri soa
Addr ess:

M nistry of Budget and Decentralization

Ant ani nar eni na — Ant ananari vo

Madagascar

Tel : (26120) 22 229 16

Fax: (26120) 22 646 80



CHAPTER VI I: I NVESTMENT CLI MATE

OPENNESS TO FOREI GN | NVESTMENT

In the past, potential investors in Madagascar have been
conpelled to deal with a thicket of bureaucratic obstacles
as they sought the necessary permts and approvals.

I nvestors needed the authorization of those governnent
mnistries claimng technical conpetence in the targeted

i ndustry. Mnisterial overlap and bureaucratic struggles
for dom nance were serious problens. Oten, investors had
no i dea which mnistries to approach or where to start.
Wil e there has been a recent nove to sinplify, the process
Is still lacking in transparency, and rife with corruption.

In Septenber, 1994, the GOMintroduced a "gui chet unique,”
or "one-stop office,"” to serve as the coordinating body for
new proj ect proposals. This office does not have deci sion-
maki ng authority, but is responsible for transmtting an

I nvest ment proposal to the relevant technical mnistries
and for follow ng up. The guichet unique clainms a 45-60
day processing tinme, though delays are frequent. Investors
who have used it claimit is helpful in centralizing the
appl i cation process, but could be quicker and nore
responsi ve.

Since 1996, as part of the structural adjustnment process
negotiated with the Wrld Bank and the I M-, the GOM has
made an effort to reformthe business and i nvest nent

envi ronnment by dismantling sone of the regulatory and tax
constraints inpeding private sector devel opnent,
particularly for small and nedi umsized | ocal enterprises
and foreign investors.

In addition, over the past two years the Governnent has
adopted a series of legal franeworks to elimnate public
enterprise nonopolies in the energy, mning, hydrocarbon,
t el ecommuni cation, and air transportation sectors.

The foll owi ng neasures were adopted in 1998-99 to pronote
foreign investnents:

- Governnent approval, which is needed for |ong-termleases
on land, will be granted or denied within 2 nonths of
appl i cati on;

- Visa regulations for foreign investors and tourists have
been rel axed;

- The requirenent of prior approval for equity capital
contributions by foreign investors (above a threshold of 20
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abol i shed;

- Procedures for registering corporations have been
sinplified (by regulation, should take no nore than 2
weeks; in practice, takes approxi mately one nonth);

- Legal and institutional frameworks to conbat anti -
conpetitive practices have been adopt ed;

- Treaties elimnating double taxation with sone countries
that are potential sources of private capital have been
negoti ated and signed (does not include the U S.);

- Alaw providing for arbitration has been adopted for the
first tinme;

- A proposed new mning | aw has been presented to the
National Assenbly and a | egal framework to pronmote m ning
projects of nore than 200 mllion dollars investnment is
bei ng prepared;

- A new office has been created within the Mnistry of
I ndustry to pronote |ocal and foreign investnents.

The passage of the neasures |isted above is a positive
devel opnent, but it is inportant to note that many of these
| aws have not been inplenented. There are frequent

di screpanci es between stated policies and their

i mpl enentation. For exanple, sone foreign investors have
encount ered di scrimnatory neasures, such as unexpl ai ned
failure to receive required licenses fromthe CGovernnent.
Screeni ng nmechani sns are often used for political reasons,
or to protect domestic or individual interests,
particularly in the tel ecommunications, mning and fishing
sectors. This |ack of transparency does not appear to have
affected the privatization process, however, where public
bi ddi ng has generally been open and foreign investors have
been wel cone to partici pate.

CONVERSI ON AND TRANSFER PCLI O ES

In 1996, the Government lifted all restrictions on current
paynent and transfers and accepted the obligations of
Article VI11 of the IMF Articles of Agreenent, which

provi des for the conplete elimnation of exchange controls.
There are no restrictions on converting or transferring
funds associated with a foreign investnent, including
remttances of investnment capital, earnings, |oan
repaynents, |ease paynents into a freely usable currency
and at a legal market clearing rate.

However, noney transfers may be subject to availability of
forei gn exchange on the interbank foreign exchange market.
Foreign investors are permtted to hold bank accounts in
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conversion and transfer of funds associated with foreign

i nvestment, any delays in transfer are due to the
availability of foreign exchange. By law, foreign investors
nmust make rem ttances through banks, rather than through
paral | el market nechanisns (i.e., dollars or other foreign
currency used for remttances nust be purchased from
recogni zed banks). There is no limtation on the inflow or
outflow of funds for remttance of profits, debt service,
capital, capital gains, returns on intellectual property,
etc.

EXPROPRI ATI ON_ AND COVPENSATI ON

During the 1970's, the socialist governnment pursued a
policy of national self-sufficiency that included the
expropriation of foreign-owned conpani es. The seizure of
property owned by foreign oil conpanies to create SCLI MA,
the state oil conpany, was the nost visible expression of
expropriation in the country. The government has settled
the expropriation clains of sone of the affected conpanies
(Esso, which was resolved in 1997, and Caltex), but others
remai n outstanding after nearly 20 years.

Since the country is under a structural adjustnment program
there is little risk of future expropriation because state
divestiture frompublic enterprises is now a cornerstone of
gover nnent policy.

DI SPUTE SETTLEMENT

I nvestors in Madagascar face a | egal environnment in which
security of private property and enforcenent of contracts
are inadequately protected by the judicial system
Governnment interference in the court systemis frequent.

In order to inprove the business and i nvest nent
environnents, the Governnent has conmtted to setting up
before the end of 1999 an operational systemof arbitration
for comercial conflicts through the application and

i mpl enentation of the new arbitration | aw.

The governnent, through the Mal agasy O fice of Industrial
Property (OVAPI) supervises all aspects of copyright and
trademark protection. The Malagasy commercial lawis very
old and plans are in the works for it to be revised.

I nvest nent anounts are cal cul ated according to the value in
Mal agasy francs of the currency being used for the
investment. As of md-July, 1999, one U S. dollar equals
approxi mately 6,700 Mal agasy francs (FMS .

The governnent has not signed, and does not abi de by,
I nternational agreenents calling for arbitration of
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state.

Wiile efforts are being nmade to inprove the |egal system
the legal framework in which the private sector operates
suffers from

- inadequate | aws;
- insufficient dissem nation and know edge of | aws;
- inconsistent application and enforcenent of the |aws.

Madagascar is not yet a nenber of the ICSD (International
Center for the Settlenment of |Investnent D sputes), nor of
t he New York Convention of 1958 on the Recognition and
Enf orcenent of Foreign Arbitral Awards.

PERFORVANCE REQUI REMENTS/ | NCENTI VES

| nvest ment incentives are available for industries
operating in the export processing zones (EPZ). Foreign or
| ocal investors can benefit fromtax exenptions provided
their project falls into one of the foll ow ng categories:

- investment in export-oriented manufacturing industries;
- devel oprent or managenment of industrial free zones; or
- provision of services to EPZ conpani es

Begi nning in 1999, the Governnment adopted a new | aw
requiring that EPZ conpani es pay a refundabl e 20 percent
val ue added tax (VAT) on inports of raw materials. The
refund is to be nade w thin one nonth upon proof of export.
The | aw took effect in June, 1999. Many EPZ conpani es
have conpl ai ned about the |Iaw, concerned that the refund
systemw || prove inadequate.

Per f ormance requirenents are no |onger inposed as a
condition for establishing, maintaining or expandi ng an

i nvestment, or for accessing tax and investnent incentives.
There are no requirenments that investors purchase from

| ocal sources, or export a certain percentage of output
(other than EPZ conpani es whi ch nust export 100% of their
output), or have access to foreign exchange only in
relation to the quantity of their exports.

There are no requirenents that nationals own shares, that
the share of foreign equity be reduced over tine, or that
technol ogy be transferred on certain terns.

There are no Governnent-inposed conditions on perm ssion to
i nvest, including |location in specific geographical area,
speci fic percentage of |ocal content or |ocal equity,
substitution for inports, export requirenents or targets,
enpl oynment of host country nationals or technol ogy
transfer. |Investors are not required to disclose
proprietary information to the Governnent as part of the
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U S. and other foreign firns are able to participate in
Gover nment - fi nanced and/ or subsi di zed research and
devel opnent prograns on a national treatnent basis.

Al t hough fees for long-termvisas were recently raised
significantly, the fees do not discrimnate and are
uniformy applied to all foreign residents. In addition,
for residence and work permts, there is no discrimnation
agai nst foreign investors. There are no restrictions

pl aced on the enpl oynment of foreign nmanagers brought in to
supervi se foreign investnment projects. There are no
discrimnatory or preferential export or inport policies
whi ch woul d affect foreign investors, nor discrimnatory
tariff or non-tariff barriers, or other measures such as

I mport controls.

Rl GHT TO PRI VATE OMERSH P_AND ESTABL| SHVENT

Since md-1996, foreign entities as well as donestic
private entities have had the right to establish and own
busi ness enterprises and engage in all forns of
remunerative activity. By law, private entities have the
right to freely establish, acquire, and di spose of
interests in business enterprises, as well.

By |aw, conpetitive equality is the standard applied to
private enterprises in conpetition with public enterprises
with respect to access to nmarkets, credit, and other

busi ness operations, such as |icenses and supplies.

However, the reality is somewhat different fromthe | aw
Wiile it is technically legal for foreigners to own
property, it is very unusual. To facilitate investnents,

t he Mal agasy Covernnent passed a law in 1996 all ow ng
foreigners easier access to 99-year |eases which can be
traded and used as collateral in business deals. In order
to pronote foreign investnents, the Governnent, in its new
Pol i cy Framework Paper, commts to granting or denying
applications for long-termland | eases within 2 nonths of
appl i cati on, begi nning Septenber 1999.

PROTECTI ON OF PROPERTY RI GHTS

Madagascar has a | egal systemthat, de jure, protects
property rights. However, de facto, the | egal system works
capriciously, and |l egal recourse for foreign investors does
not generally favor them The Governnent clains to conply
with the Uruguay Round's Trade Rel ated Aspects of

Intell ectual Property (TRIPS) Agreenent. Madagascar is a
menber of the World Intellectual Property O ganization
WPO and, in 1994, the CGovernnent established QVAPI

(Mal agasy Ofice for Industrial Property) to supervise al
aspects of copyright and trademark protection. Conpliance
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hi ghly uneven. Major brand nanes and franchise rights are
general |l y respected, but pirated copi es of videotape novies
and nusic cassettes sell openly in the capital. A nunber
of local television stations regularly show pirated copies
of first run U S. and European novi es.

In order to fight against counterfeiting, the Mnistry of
I ndustry has just adopted a decree to conbat counterfeit
goods. However, resources nust still be found to fund

i mpl ementation of this decree.

TRANSPARENCY OF THE REGULATORY SYSTEM

Since 1996, the GOM has nade an effort to increase
transparency in the investnent approval process. However,
as bureaucratic procedures are not sufficiently streamined
and transparent, red tape is a conmon problem Inits
1999- 2000 program the CGovernnment conmts to reformng the
public admnistration in order to create a favorable

envi ronnment for business and investnent. The reforns are
intended to sinplify procedures for registering conpanies
and to establish a legal and institutional framework to
fight against anti-conpetitive practices.

EFFI Cl ENT CAPI TAL MARKETS AND PORTFQOLI O | NVESTMENT

The banking systemis still too weak to support inward
investnment flows and to allocate capital resources. As a
result, nost foreign investors negotiate financing needs
abr oad.

The banki ng system consists of six commercial banks.

Eur opean banking institutions hold a controlling interest
in two banks: Banque Mal gache de |’ Ccean Indien (BMJ) and
BNl -Credit Lyonnais BNI-CL). UCB (Union Commercial Bank)
and SBM (State Bank of Mauritius) are branches of Mauritian
parent conpani es of the same nanme. The fornmer state bank
BFV was purchased by the French bank, Societe CGenerale, and
BTM bank is also in the process of privatization. The
primary purchaser of BTMis Bank of Africa.

The total assets of the country’'s |argest bank (BNI-CL) are
around USD 200 mllion. There is no stock market in
Madagascar, al though di scussi on has begun regardi ng
establ i shment of an equities market. There are no private
sector and/or government efforts to restrict foreign
participation in devel oping industry standards, or in
creating consortia or organizations to pursue |legitimte
busi ness purposes. W know of no attenpts by CGovernnent to
restrict foreign investnment, participation, or control in
donestic enterpri ses.

POLI T1 CAL VI OLENCE
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politically notivated damage to projects and/ or
Installations. The political environnment of the country is
stabl e and there are no nascent insurrections, belligerent
nei ghbors or other politically notivated activities that
make it difficult to conduct business.

CCRRUPTI ON

Madagascar has |laws to conbat corruption, but they are not
efficiently enforced. Corruption is nost pervasive in the
adm ni strative sector (project approval, governnent
procurenent, licenses, judicial matters, etc.).

Tax evasion is wi despread i n Madagascar, acconpani ed by
bribery of custons or other tax officials. To the extent

t hat busi nesspersons engage in such tax evasi on w thout
being called to account, other firns are placed at a
conpetitive disadvantage if they do not follow suit. A
bribe to a |local or foreign official is considered a
crimnal act, but to Post’s know edge, no one has ever been
found guilty of corruption in Madagascar. The gover nnent
is now establishing a |l egal and institutional framework to
fight anti-conpetitive practices and corruption.

Bl LATERAL | NVESTMVENT AGREEMENTS

According to the Mnistry of Industry, the only country
with whi ch Madagascar has concl uded a bil ateral investnent
protection treaty i s France.

OPI C AND OTHER | NVESTMENT | NSURANCE PROGRANS.

On March 31, 1998, OPIC and the Ml agasy Governnent signed
a bilateral Investnent |Incentive Agreenent which updates
the old agreenment dating from1963. On April 21, 1999, the
Agreenent was ratified by the National Assenbly. OPIC
currently finances one U S. -based investnent in Madagascar,
the cel lul ar tel ephone conpany Tel ecel .

Madagascar is a nenber of the Miultilateral |nvestnent
Quar antee Agency (M GA).

The 1998 estimated annual USD val ue of local currency (FM5
is 5 500 FMG for one USD. As of md-July, 1999, the rate
had dropped to 6,700 FM5 to one USD

LABCR

Wth w despread unenpl oynment and under enpl oynent,
Madagascar is a |abor surplus country. Wage rates in the
country are anong the lowest in the world. Ml agasy
workers are relatively easily trained and skil
availability is good for the types of production that
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cl othing assenbly. Mre highly sophisticated skilled
wor kers are, however, very limted.

Madagascar is a nenber of |1LO and workers enjoy the right

of free association and are free to organi ze and engage in
col l ective bargaining. Safety standards in the workpl ace

are generally not enforced and would not neet U S.

st andar ds.

FOREI GN TRADE ZONES/ FREE PORTS

Since 1991, Export Processing Zone (EPZ) regulations in
Madagascar have all owed foreign or Ml agasy investors to
qualify for tax exenptions. EPZ firns can qualify for tax
hol i days of varying ternms. Personal taxes are reduced and
EPZ firnms are generally exenpt from paying custons duties.
However, begi nning in June 1999, the CGovernnment began
appl ying a val ue added tax (VAT) to EPZ conpani es,
ref undabl e upon proof of export, as a deterrent agai nst
fraudul ent production for the |ocal nmarket. WMany EPZ
conpani es have conpl ai ned about this decision and question
whet her the refunds will be tinely. EPZ firnms may be set up
in special zones or nmay establish thensel ves i ndependently.
Li ke any foreign investnent, EPZ conpanies are legally
eligible to hold real property, but encounter simlar
obstacl es both to outright ownership and acquiring | ong-
term | eases.

The EPZ is currently the major focus of direct foreign

i nvestment in Madagascar. O the 125 conpani es granted
status as EPZ conpani es, about 50% are European (mainly
French) investnents, 30%are Mauritian, 10% are Asian, and
10% ar e Mal agasy.

The val ue of foreign direct investnent in 1998 was around
16 mllion USD. Data on foreign investnent by country of
origin and by industry sector are not avail able.

MAJOR FOREI GN | NVESTORS

Maj or foreign investors are fromFrance. Investnents in
the EPZ are mainly French and Mauriti an. The renai nders
are from Hong Kong, Singapore, Germany and Italy.

HOST COUNTRY CONTACT | NFORVATI ON FCR | NVESTMENT

Mnistry of Industry and Crafts

P. O Box 527

Ant ananari vo, Madagascar

Tel : (26120) 22 255 15

Fax: (26120) 22 277 90

(Att: Ofice de la Pronotion des Investissenents)

Mnistry of Energy and M ning
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Ant ananari vo, Madagascar
Tel : (26120) 22 342 19
Fax: (26120) 22 325 54

M nistry of Privatization
Anosy, Antananarivo, Madagascar
Tel : (26120) 22 202 84

Fax: (26120) 22 648 56

M nistry of Finance and Econony
P.O Box 61

Ant ananari vo, Madagascar

Tel : (26120) 22 216 32

Fax: (26120) 22 345 30

CHAPTER VI I1: TRADE AND PRQIECT FI NANCI NG

BRI EF DESCRI PTI ON_ OF BANKI NG SYSTEM

The banki ng systemin Madagascar consists of six conmmerci al
banks. European banking institutions hold a controlling
interest in two banks: Banque Mal gache de |’ Ccéan | ndien
(BMO) and BNI-Grédit Lyonnais (BNI-CL). Union Comercia
Bank (UCB) and State Bank of Mauritius (SBM are branches
of Mauritian parent conpanies of the same nanme. The forner
state bank BFV was purchased by the French bank Societe
CGenerale, and BTM bank is in the process of privatization
For private banks, financial statenments are in conpliance
with international standards and audits are perforned both
by |l ocal and internationally recognized accounting firnmns.
There are no avail able data on |oans granted to the
governnment, state-owned enterprises, private sector or
i ndi vi dual s.

FOREI GN EXCHANGE CONTROLS AFFECTI NG TRADI NG

Since May 1994, there is an interbank forei gn exchange
market, which fixes daily the rate of the FMG ( Mal agasy
Franc), according to the floating nonetary system

Free access to foreign exchange for current comercia
operations was adopted in 1996. To encourage this

devel opnent, the Central Bank has anended the regul ations
in force, in particular by significantly |owering the

m ni nrum capital required, to spur exchange bureaus.

The Governnent has lifted all restrictions on current
paynent and transfers and has accepted the obligations of
Article VI11 of the IMF Articles of Agreenent which plans
to abol i sh exchange control s.
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The financial sector is not sufficiently devel oped to
provi de the services small borrowers need. Numerous
Iinitiatives of creditors and donors aimat the granting of
mcro-credit. The governnent will support the
establ i shnment of credit unions and other suitable credit
facilities and will encourage creditors and donors to

har noni ze their efforts in this field. The availability of
| ocal financing has been constrained by the Central Bank,
in order to control inflation

in the wake of large public sector fiscal deficits that
have

absorbed much of the avail abl e pool of |ocal savings.

FI NANCI NG OF EXPORTS FROM MADAGASCAR

Only wel I -known and significant exporters can get export
credit in Madagascar. The credit granted is mainly for the
purchase of traditional agricultural products such as
vanilla, coffee, cocoa and cloves. |In case of pre-
financing by foreign inporters, |ocal exporters still have
to pay high interest rates to their banks.

On March 31, 1998, an agreenent was signed between OPI C and
t he Mal agasy governnent in order to facilitate U S
investment in the country. EXIMBANK is now assessing a new
programwi th the country. The Wrld Bank and the African
Devel opnent Bank have financed a variety of infrastructure
and ot her types of projects. Generally speaking, the
financing possibilities that are available to local firns
are quite limted both in terns of variety and capacity.

LI ST OF BANKS WTH CORRESPONDENT U. S. BANKI NG ARRANGEMENTS

BTM

Bankers Trust/ New York

G ti bank/ New Yor k

Bank of New York

French Anmeri can Bank/ New Yor k
Soci ét &€ Général e/ New Yor k

BMO :
French Ameri can Bank/ New Yor k
Dr esdner Bank/ New Yor k

UCB: G ti bank/ New Yor k
SBM

G ti bank/ New Yor k
Bankers Trust/ New Yor k

BNI :
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Bank of New York

G ti bank/ New Yor k

Anerican Express International Bank/ New York
Chase Manhattan Bank/ New York

BFV/ SG

Bank of New York

Anerican Express International Bank/ New York
Bank of Anerical/ San Franci sco

Bankers Trust/ New York

Chem cal Bank/ New Yor k

French Anmeri can Bank/ New Yor k

CHAPTER | X: BUSI NESS TRAVEL

BUSI NESS CUSTOVS

Laws and conmon busi ness practices are based on the
Eur opean, particularly French business style.

TRAVEL ADVI SORY AND VI SAS

A visais required for entry into Madagascar and can be
obtained at the airport for stays of |ess than 30 days.
is no longer worth obtaining a visa fromthe Ml agasy
Enbassy in Washington D.C. unless a |longer stay is
contenpl ated. Since Decenber 1996, the procedures for
obtaining tourist visas have been streanlined and
sinplified.

HCLI DAYS

- New Year's Day, January 1

- Day Commenorating Martyrs, March 29
- Easter and Easter Mnday, April 4-5 (novabl e)
- Labor Day, May 1

- Ascension, May 13 (novabl e)

- Pentecost, May 23 (novabl e)

- Pentecost Monday, May 24 (novabl e)
- African Liberation Day, My 25

- I ndependence Day, June 26

- Assunption, August 15

- Al Saints' Day, Novenber 1

- Christmas, Decenber 25

BUSI NESS | NFRASTRUCTURE

- Transportation

Problens with air, train and road transportation are
described in Chapter Il. Visitors to the capital city of
Ant ananarivo or other cities can easily find taxis. Taxi

faroc ara ral ativaly I mar hiit tavie tvnicall v AN nnt Mmat



U S. safety standards (e.g. no seatbelts).
Rental cars are avail able but can be quite expensive
depending on the vehicle type, and non-residents are

usually required to hire a chauffeur. Air charters can be
arranged to various destinations in the country.

- Language

French is the common | anguage of business, though nore and
nor e busi nesspersons speak English

- Communi cati ons

As noted previously, the tel ecommuni cati ons systemis being
noder ni zed. There are now 5 tel evision stations that
broadcast in French and Mal agasy. CNN is available at sone
hotels, via satellite. There are several radio stations
broadcasting in Mal agasy and French, with sone English

| anguage prograns.

- Housi ng

There are 6 hotels in Antananarivo that conformto U S.
standards: H lton, Col bert, Ibis, Panorana, Mrcure and
Radama. Hotels in other areas of the country vary greatly
in quality.

Short-term |l ease furnished flats are now offered by sone
conpanies in the capital.

- Health

Visitors to Madagascar are advised to obtain vaccinations
agai nst Polio, Hepatitis B (series of three shots), Yellow
Fever and Typhoid. Malaria nedication should be taken
during the rainy season in Antananarivo (Novenber through
April) and at all tinmes in coastal regions.

- Food

Local tapwater is not clean, and should be boil ed and
filtered before being drunk. Fresh fruits and vegetabl es
shoul d be thoroughly washed, preferably with iodine or
chlorine, before being consunmed. Meat and poultry shoul d
be cooked thoroughly. Restaurants are relatively

I nexpensi ve. Chi nese and European cui sines are nost conmon.

- Tenporary entry of goods

Goods when not inported for sale may be admtted into the
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U S. business travelers are encouraged to obtain a copy of
the ‘Key officers of Foreign Service Posts: Cuide for

Busi ness Representatives’ available for sale by the

Superi ntendent of Docunents, U S. Governnment Printing

O fice, Washington, D.C. 20402; tel. (202) 512-1800; fax
(202) 512-2250. Business travelers to Madagascar seeking
appointnents with U S. Enbassy Antananarivo officials
shoul d contact the commercial section in advance. The
commer ci al section can be reached by tel ephone at (261 20)
22 212 57 or by fax at (261 20) 22 345 39.

CHAPTER X: ECONOM C AND TRADE STATI STI CS




APPENDI X A: COUNTRY DATA

Popul at i on: 14, 659, 000

Popul ation G owh rate: 2. 8% year

Rel i gi ons: 70% Christian, 6% Mislim The
remai nder adhere to traditional,
ancestor-oriented ani m st
bel i ef s.

Gover nment system sem - Presidenti al .

Language: Mal agasy and French

VWor k week: Monday- Fri day: 40 hour s/ week.

The above statistics are unofficial estimates.

APPENDI X B: DAVESTI C_ ECONOWY

1997 1998 1999 (est)
- GDP (USD M Ilion): 3, 544 3, 750 3,709
- GOP growmh rate 1997 2.1% 3. 9% 4. 5%
- CGDP per capita (USD) 257 262 264
- Governnent spendi ng
as a percent of GDP 19.9 22. 8 22
- Unenpl oynent 30% 25% 23%
- Forei gn exchange reserves
(USD M1 Iion) 239 164 306
- Average exchange rate
for USD 1.00 4, 053 5,441 6,065 (avg
from
Jan-
June)
- Foreign Debt(USD M1 1ion)4, 484 4,262 4,422
- Debt Service ratio 39.6 29. 2 22.7
- US Mlitary Assistance
(USD) 140,000 124,000 n/ a
- U S. Economc
Assi stance (USD mllion) 19.9 27.7 n/ a

The above statistics are unofficial estimates.

APPENDI X C. TRADE (in USD M11lion)

1997 1998 1999



Total Country exports: 268 518 n/ a

- Total Country inports: 571 789 n/ a
- U S Exports: 11.5 14. 6 n/ a
- US Inports: 62.5 71.4 n/ a

Sour ce: Central Bank/National Data Ofice

APPENDI X D: | NVESTMENT STATI STI CS -- SEE | NVESTMENT CLI MATE
STATEMVENT

CHAPTER Xl : U.S. AND COUNTRY CONTACTS

APPENDI X E: U.S. AND COUNTRY CONTACTS

COUNTRY GOVERNVMVENT AGENCI ES

M ni stere des Finances et de |' Econom e
P.O Box 61



Ant ananari vo - Madagascar
Tel : (261 20) 22 216 32
Fax: (261 20) 22 345 30

Mnistere de |a Décentralisation et du Budget
P.O Box 61

Ant ananari vo - Madagascar

Tel: (261 20) 22 301 73

Fax: (261 20) 22 345 30

M ni stéere du Commerce et de | a Consommati on
P. 0. BOX 245

Ant ananari vo 101 - Madagascar

Tel : (261 20) 22 272 92

Fax: (261 20) 22 312 80

Mnistéere de |la Pronotion de |'Industrie et de
| " Arti sanat

P.O BOX: 527

Ant ananari vo 101 - Madagascar

Tel : (261 20) 22 255 15

Fax: (261 20) 22 277 90

Mnistere de |'Energie et des M nes
P. O BOX 257

Ant ananari vo 101 - Madagascar

Tel: (261 20) 22 255 15

Fax: (261 20) 22 325 54

Mnistere d Etat a |'Agriculture et au Dével oppenent
Rur al

P. O BOX 842

Ant ananarivo 101 - Madagascar

Tel : (261 20) 22 247 10

Fax: (261 20) 22 265 61

M ni stéere des Postes et Tél écommuni cati ons
Ant ani nar eni na

Ant ananarivo 101 - Madagascar

Tel: (261 20) 22 261 21

Fax: (261 20) 22 240 08

M ni stére des Transports et de | a Mt éorol ogie
Anosy

Ant ananarivo 101 - Madagascar

Tel : (261 20) 22 227 19

Fax: (261 20) 22 240 01

Banque Central e de Madagascar
Ant ani nar eni na

Ant ananari vo 101 - Madagascar
Tel : (261 20) 22 217 51

Fax: (261 20) 22 345 32



COUNTRY BUSI NESS ASSOCI ATl ONS

Chanbre de Conmerce, d'Industrie et d Agriculture
d' Ant ananari vo

P.O BOX 166

Ant ananarivo 101 - Madagascar

Tel: (261 20) 22 202 11

Fax: (261 20) 22 202 13

- FI' VMPAMA (Associ ation of Ml agasy Busi nessnen)
12, rue Rai ni zanabol ol ona - Ant ani nena

Ant ananarivo 101 - Madagascar

Tel : (261 20) 22 690 78

Fax: (261 20) 22 320 56

- GEM (G oupenent des Entreprises de Madagascar)
P.O Box 1695

Ant ananari vo 101 - Madagascar

Tel: (261 20) 22 238 41

Fax: (261 20) 22 219 65

- SIM (Syndi cat des Industries de Madagascar)
c/ o PAPNVAD

P.O Box 1756

Ant ananari vo - Madagascar

Tel: (261 20) 22 206 35

Fax: (261 20) 22 243 94

COUNTRY MARKET RESEARCH FI RVB

Aut omat ed Data Anal ysis, Processing & Tradi ng (ADAPT)
P.O BOX 4212

Ant ananarivo 101 - Madagascar

Tel: (261 20) 22 291 92

Fax: (261 20) 22 291 92

Cabi net M CA

P. O BOX 5258

Ant ananari vo 101 - Madagascar
Tel: (261 20) 22 243 62

Fax: (261 20) 22 259 31
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Cabi net Fi voar ana

P. O BOX 3854 - Madagascar
Ant ananarivo 101

Tel : (261 20) 22 219 25
Fax: (261 20) 22 271 41

Cabi net d' Etudes, de Conseil et d' Assistance a |la
Réal i sati on

Lot IVD 17 Bis, Tsiazotafo

Ant ananari vo 101 - Madagascar

Tel : (261 20) 22 347 26

Fax: (261 20) 22 206 44

Cabi net Ravoni son, Gast et Associ és
Lot 1B 26-9, Rue de | a Réunion

| sor aka

Ant ananari vo 101 - Madagascar

Tel : (261 20) 22 261 71

Fax: (261 20) 22 446 33

CSIRIS

P.O BOX 3476

Ant ananari vo 101 - Madagascar
Tel: (261 20) 22 420 44

Fax: (261 20) 22 420 44

Ccean Consul tants

P. O BOX 3528

Ant ananarivo 101 - Madagascar
Tel: (261 20) 22 428 06

Fax: (261 20) 22 271 26

COUNTRY COWMVERCI AL BANKS

Banque Mal gache de |' Ccéan | ndien (BMJ)
P.O BOX 25 B, Place de |'Indépendance
Ant ananari vo 101 - Madagascar

Tel : (261 20) 22 346 09

Fax: (261 20) 22 346 10

Uni on Conmer ci al Bank (UCB)

P.O BOX 197, Lal ana Sol onbavanbahoaka
Ant sahavol a

Ant ananari vo 101 - Madagascar

Tel: (261 20) 22 272 62

Fax: (261 20) 22 287 40
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1, rue Andrianary Ratianarivo, Antsahavol a
Ant ananari vo 101 - Madagascar

Tel: (261 20) 22 666 07

Fax: (261 20) 22 666 08

BNI - Crédit Lyonnais Madagascar (BN -CL)
P. O BOX 174, Anal akely

Ant ananarivo 101

Tel : (261 20) 22 239 51

Fax: (261 20) 22 337 49

BFV- SG

P. O BOX 196, Antani nareni na
Ant ananarivo 101

Tel: (261 20) 22 206 91

Fax: (261 20) 22 345 35

Banki n" Ny Tant saha Mpanokatra (BTM
P. O BOX 183, Antani nareni na

Ant ananarivo 101

Tel : (261 20) 22 202 51

Fax: (261 20) 22 213 98

MULTI LATERAL DEVELOPVENT BANK OFFI CES | N COUNTRY:
Wrld Bank, 1, rue Patrice Lununba, Antananarivo
Madagascar, Tel: (26120) 22 289 17,

Fax: (26120) 22 329 02.

TPCC TRADE | NFORVATI ON CENTER NUMBER I N WASHI NGTON:
1 800 USA TRADE

U. S. DEPARTIVENT OF STATE, OFFI CE OF BUSI NESS AFFAI RS
Phone: 202 746 1625, Fax: 202 647 3953

U.S. DEPARTMENT OF COMMERCE, NMAC COUNTRY DESK OFFI CER (FCOR
MARKET ACCESS AND REGULATORY PROBLEMS ONLY)
Phone: 202 482 5149 Fax: 202 482 5198

U.S. DEPARTMENT OF AGRI CULTURE, FOREI GN AGRI CULTURAL
SERVI CE, TRADE ASSI STANCE AND PROMOTI ON OFFI CE
202 720 7420

OVERSEAS PRI VATE | NVESTMENT CORPCRATI ON (COPI O):
202 336 8799.




CHAPTER Xl I : MARKET RESEARCH AND TRADE NEWS

APPENDI X F: MARKET RESEARCH

Post is planning to prepare the followng I SA for 1999-
2000:

- textile and appar el
- mning

- tel econmmuni cati ons
- conputers

APPENDI X G TRADE EVENT SCHEDULE : n/a







